Motivated by the growing attraction of the mutual fund industry worldwide, this research seeks to explore the economic benefits contributed by the South African equity unit trust managers over the period from 6 January 2002 to 2 September 2012. The performance statistics of selected equity unit trusts are examined for the overall examination period and two sub-periods: 6 January 2002 to 6 May 2007 and 7 May 2007 to 2 September 2012. The first sub-period captures the bullish performance of the unit trusts before the 2008 global financial crisis. The second sub-period captures the global financial crisis and the European debt crisis before the European Central Bank (ECB) subsequently implemented the outright monetary transactions (OMT) to curb the yields in Eurozone. The risk-adjusted performance measures employed by this study include the Sharpe ratio, M-squared, Treynor measure and Jensen's alpha. Regardless of the different applications of risk-return parameters employed to evaluate fund performance, the results reveal that, on average, most of the equity unit trust managers in South Africa do not outperform the market proxy on a consistent basis. The majority of the unit trust managers show good performance before the crisis, with subsequent inferiority in performance in turbulent times.
Introduction 21
The rationale of systematically pooling capital together into one investment vehicle, collected from a group of individual investors who share common investment objectives is known as mutual fund or unit trust investing. The existence of this collective investment scheme is based on the philosophy underlying the potential benefits of the portfolio diversification process formally introduced by Markowitz (1952) . According to this framework, investors can efficiently minimize their total portfolio risk by investing in a pool of major asset classes such as equity, fixed-income securities, cash equivalents and real assets. By choosing to invest in mutual funds, investors gain instant access to a more diversified pool of assets, which they would not otherwise have if they had invested in their individual capacities. Another benefit of mutual funds stems from the professional management of capital, claimed to be superiorly offered by managers to individual investors. This is based on the rationale that mutual fund managers possess skills and resources that aid them in identifying good investment opportunities. explore the performance of the South African equity unit trust managers relative to the performance of the broad equity market index, FTSE/JSE All Share index (ALSI) over the period from 6 January 2002 to 2 September 2012. The sample is, then, examined over two equal sub-periods, namely: 6 January 2002 to 6 May 2007 and 7 May 2007 to 2 September 2012 to compare and contrast the performance of fund managers in the bullish first sub-period versus their performance in the bearish second sub-period. The South African equity market, known as the Johannesburg Stock Exchange (JSE), was under major restructuring prior to 2002 to provide solutions to the prolonged liquidity problem in the market. Since the adoption of the London Stock Exchange (LSE) SETS trading system in 2002 (agreement signed in 2001), the liquidity of the market was boosted drastically by the much improved trading efficiency, which contributed to a strong bull market until the effect of the subprime crisis around mid-2007. The equity market became turbulent and crashed with other major stock markets during the global financial crisis in the second half of 2008. Although the market rebounded from its trough in March 2009, it remained volatile due to the growing threat of the European debt crisis until the European Central Bank (ECB) announced its strong support of sovereign bailout by implementing the Outright Monetary Transaction (OMT) to lower the yields in the Eurozone on 6 September 2012. The outcome of this research contributes to the long standing debate of active versus passive portfolio management in the South African unit trust industry. Gilbertson and Vermaak (1982) are one of the early contributors to the empirical literature underlying the performance of South African unit trust managers. In this study, the performance statistics of 11 South African unit trusts are examined over the period from 1974 to 1981. It is found that although the fund returns are generally below the returns of the broad market proxy and the sector benchmarks, the selected funds generally outperform the benchmarks on a risk-adjusted basis. In addition, some of the funds have demonstrated significant outperformance on a consistent basis. The authors conclude that study results provide evidence against the efficient market hypothesis (EMH) on the JSE over the examination period. Updating the study of Gilbertson and Vermaak (1982) , Knight and Firer (1989) examine the performance of 10 South African unit trusts over the period from 1977 to 1986 based on the same performance evaluation measures. The results of the study reveal that 5 of the 10 funds under examination produce statistically significant abnormal returns.
Literature review
In an attempt to evaluate the economic contribution of South African fund managers through their acclaimed skills, Oldfield and Page (1997) investigate whether South African equity unit trust managers are able to earn abnormal returns consistently through their asset selection and market timing activities. Oldfield and Page (1997) assert that unit trusts would indeed be attractive investment vehicles if fund managers are proven to add value through their skills in addition to pure asset allocation for diversification purposes. The study examines the performance of a sample consisting of 8 general equity funds and 9 specialist funds over the period from 1987 to 1994. The results indicate that South African managers do not add significant value through their asset selection and market timing activities. Similarly, Bradfield (1998) evaluates the contributions of the managers' asset selection ability and market timing ability for 13 South African unit trusts over the period from 1985 to 1995. The results reveal that none of the unit trust managers under examination exhibit significant asset selection ability. With regard to the managers' market timing ability, while 6 funds in the sample significantly destroy value through their market timing activities, only 1 fund in the sample exhibits significantly positive market timing ability. Thus, it can be concluded that South African unit trust managers do not add any significant value through their ability to select superior assets or their ability to time the market movements. Brink (2004) More specifically, the authors attempt to determine whether the performance of winning funds in the prior periods persist in the upcoming periods; and whether funds that previously underperform remain underperformers in the following periods. The existence of performance persistence in the South African unit trust industry is discovered over the short-term on a month-to-month and quarter-to-quarter basis. However, such tendency is not found on a year-to-year basis or over longer periods.
If performance persistence exists in the unit trust industry, the impact of survivorship bias in unit trust studies would be significant, as funds that underperform over time would most likely to be delisted eventually. With this argument in mind, Pawley (2006) examines the impact of survivorship bias on the performance of South African unit trusts over different sub-periods with varying intervals from 1972 to 2004. It is found that the impact of survivorship bias is directly proportional to the length of the time period under examination. This result implies that poor historical fund performance tends to persist in the South African unit trust industry. To conclude, Pawley (2006) suggests that the survivorship bias is likely to significantly overstate the average performance in unit trust studies in South Africa.
Meyer-Pretorius and Wolmarans (2006) evaluate the performance of South African unit trusts, inclusive and exclusive of transaction costs over the period from 1988 to 2005. The authors find that the funds, on average, deliver better annual returns (19.46%) relative to the market proxy (17.97%). However, the funds, on average, only deliver annual returns of 12.37% over the examination period when transaction costs are taken into account. Nana (2012) investigates whether average active unit trust managers are able to deliver superior risk-adjusted returns on a consistent basis. A sample of 151 South African domestic equity unit trusts are examined over the period from 2001 to 2010. Study results do not provide convincing evidence to support the superiority of South African equity unit trust managers. The author also finds the performance evaluation results to be sensitive to the methodology and the types of performance measures employed in the study, as well as the timing and the length of the evaluation periods. Contrary to the evidence of performance persistence discovered by Wessels and Krige (2005) and Pawley (2006) , the study conducted by Nana (2012) does not provide conclusive evidence on the performance persistence in the South African unit trust industry.
Hsieh, Hodnett and van Rensburg (2012) investigate whether 6 South African-domiciled global equity funds are able to outperform the hypothetical benchmarks of their respective investment styles based on their asset selection ability over the period from 1996 to 2008. Study results reveal that the stock-picking activities of the fund managers are proven to destroy rather than create value for their clients. In addition, only 2 out of 6 funds succeeded in delivering superior risk-adjusted performance over the examination period. Based on the study results, it is recommended that investors are better off investing in passive investment vehicles. The authors, nevertheless, find that the majority of the fund managers are able to minimize fund risks during turbulent times. Mibiola (2013) evaluates the performance of 64 South African general equity unit trusts over a 20-year period from 1992 to 2011. The examination period is further divided into 7 sub-periods of different lengths and intervals. The study does not find significant outperformance by the South African unit trusts for any of the examination periods.
Data and methodology
The weekly total returns of the South African equity unit trusts, ALSI and the South African 3-month Treasury bill (risk-free proxy) are extracted from the I-Net Bridge database over the period from 6 Janu- The performance statistics of the selected funds are evaluated relative to other funds in the sample, as well as the broad market index represented by ALSI. The basic risk-return statistics of the funds and the market proxy are evaluated by computing their weekly arithmetic returns, cumulative returns, standard deviations and beta coefficients. The returns are calculated gross of fees and inclusive of dividends distributed to the investors. The arithmetic return of fund K over T weeks is computed in Equation 1:
where:
is the weekly arithmetic return of fund K;
, is the return of fund K in week t; and is the number of weeks in the evaluation period.
Once the weekly arithmetic returns of the funds are computed, the cumulative return for fund K over T weeks can be computed using Equation 2:
The fund's arithmetic returns are subsequently annualized using Equation 3:
To examine the total risk associated with the funds, the weekly standard deviation for fund K is calculated and annualized using Equation 4: 
The systematic risk measure, beta coefficient, for fund K is estimated through the regression of the capital asset pricing model (CAPM) expressed in Equation 7 :
The regression intercept in 
Empirical findings
The annualized performance statistics of the selected South African domestic equity funds over the two sub-periods and the overall examination period are presented in Table 1, Table 2 and Table 3 , respectively. In order to demonstrate the performance of the selected funds relative to that of the ALSI, funds with superior risk-adjusted performance to the ALSI are shaded in grey. In addition, Jensen's alphas that are statistically significant at a 5% level are highlighted in bold. The cross-examination of the performance statistics between sub-period 1 and sub-period 2 reveals that funds perform much better in the first sub-period compared to the second subperiod as sub-period 2 covers the negative impact of the 2008 global financial crisis. An interesting observation is that despite the fact that the standard deviation for the ALSI has increased from 17.11% in sub-period 1 to 22.80% in sub-period 2, the standard deviations for most of the funds are higher in the first sub-period compared to the second subperiod. This concurs with the finding of Hsieh, Hodnett and van Rensburg (2012) that active fund managers are good at managing risk during turbulent times. During the bullish sub-period 1, only 4 out of 20 domestic equity funds (GIGE, MTLE, PTST and SNFT) deliver lower returns compared to the ALSI. With similar standard deviations to the ALSI and lower than average beta coefficients, most of the funds achieve better risk-adjusted performance compared to the ALSI in the first sub-period. It is also noted that although most of the funds exhibit positive Jensen's alpha in sub-period 1, only 10 of the 20 funds have their alphas statistically significant at a 5% level.
The comparative analysis on the fund performance in sub-period 2 relative to the ALSI reveals that most of the funds earn lower returns than the ALSI with the exception of 6 funds, AGEF, CORG, INAQ, PRUO, RMCF and SNTR. With substantially lower standard deviations and beta coefficients compared to the ALSI, the 6 funds that earn higher returns than the ALSI also outperform the ALSI in terms of their risk-adjusted performance in subperiod 2. However, the majority of the funds underperform the ALSI on a risk-adjusted basis in subperiod 2 even when the values of their risk parameters are much lower relative to the ALSI. Since the risk-adjusted performance measures employed by this study are related to excess returns in one way or another, the negative performance statistics for most of the funds indicate that the majority of the funds earn returns that are less than the risk-free rate in turbulent times. In addition, only INAQ manages to earn statistically significant positive alpha at a 5% level in sub-period 2. By contrast, TREF exhibits statistically significantly negative alpha and the rest of the funds earn negative or insignificantly positive abnormal returns in sub-period 2. Evaluating the overall fund performance of the entire examination period displayed in Table 3 indicates that only 4 of the 20 funds, GIGE, PTST, SNFT and TREF underperform the ALSI on a risk-adjusted basis. The observation of the 4 underperforming funds reveals that all these funds underperform the ALSI in the bearish second subperiod. On the other hand, out of 16 funds that outperform the ALSI, 6 funds, AGEF, CORG, INAQ, PRUO, RMCF and SNTR demonstrate statistically significant abnormal returns over a decade-long examination period. The consistent outperformance of these 6 funds could be attributed to their superior performance to the ALSI in both sub-period 1 and sub-period 2. In addition, 4 of these 6 funds, AGEF, PRUO, RMCF and SNTR deliver significant abnormal returns in the bullish first sub-period; and 1 of them, INAQ delivers significant abnormal returns in the bearish second sub-period. In summary, study results indicate that the majority of the funds show good performance before the 2008 global financial crisis, with subsequent inferiority in performance during and after the crisis. Although 16 out of 20 funds outperform the ALSI in the overall examination period, only 6 of these funds manage to obtain statistically significant Jen-sen's alpha. This implies that most of the funds do not outperform the market proxy on a consistent basis. Study results also suggest that managers who are able to deliver superior performance in poor market conditions have a better chance of delivering consistent performance over time. This is evident in that all 4 funds that outperform the market proxy in the bearish second sub-period exhibit significantly positive abnormal returns in the overall examination period. By contrast, the 4 funds that underperform the market in the overall examination period all deliver inferior performance in the bearish second sub-period.
In line with the finding of Hsieh, Hodnett and van Rensburg (2012) that active managers are able to minimize fund risks during turbulent times, it is observed that the standard deviations and beta coefficients of the selected funds are substantially lower than the market proxy during the turbulent second sub-period. However, the fact that only 6 out of 20 funds deliver superior performance compared to the market proxy during this period suggests that South African equity managers might have been overconservative in bearish markets, leading to inferior performance during poor market conditions. Overall, study results support the argument of Eling (2008) that the choice of performance measures does not result in inconsistent performance rankings as different performance measures employed by this study lead to more or less consistent results regarding fund performance relative to the market proxy across different examination periods.
